ABSTRACT
INTRODUCTION
ay 1, 2004, Slovenia joined the European Union together with nine other countries, seven of which from Central and Eastern Europe. Although trade barriers were removed to a large extent already during the accession negotiations, participation in the EU is further fostering economic integration of the new member states with each others and with incumbent Union members. One important integration aspect concerns the monetary policy framework. From the first day of membership onwards, the new member countries have been participating in the European Economic and Monetary Union (EMU), albeit with a derogation. Being EMU members does not imply introducing the euro immediately. In order to have the right to adopt the common currency, the new EU member states are required to fulfill the convergence criteria set out in the Maastricht Treaty. In May 2006, both the European Commission and the European Central Bank decided that Slovenia fulfilled all relevant criteria. Thus, on 1 January 2007, Slovenia was the first of the new members to enter the Euro Area. This is remarkable as Slovenia so far is the only former Communist country having the euro as legal tender. Apart from monetary policy, an evaluation of fiscal policy is important for membership in the EMU as the country has to fulfill the requirements of the Stability and Growth Pact of the EMU.
As for other countries, it is desirable to have a tool for forecasting macroeconomic developments over the short and medium run and for evaluating alternative policies aiming at influencing the business cycle, at stabilizing unemployment and inflation and at enhancing growth and employment in Slovenia. A macroeconomic model is such a tool, especially if it is an econometric model based on sound theoretical foundations and estimated with real data of the economy under consideration. To build such a model, it is of crucial importance to have available a data base with sufficiently long time series to provide reliable estimates. For Slovenia, this provides a major problem as this country was part of Communist Yugoslavia until 1991 when it became an independent state and then was transformed into a parliamentary democracy with a market economy. Data before 1991 are based on Communist accounting rules and are not comparable to those of later years. Moreover, many data (especially those from national income accounting) are of dubious quality even for the first years of the transition process. Therefore estimations of behavioral equations for Slovenian aggregates have to rest on data starting around 1995. In order to get estimations with sufficient degrees of freedom, an econometric model for Slovenia has to use quarterly or -where availablemonthly or higher-frequency data. Here we describe a quarterly macroeconometric model called SLOPOL6, which is a revised and updated version of a series of models we built since the late 1990s, with increasing degrees of sophistication and reliability. These models were used for various purposes of forecasting and especially evaluating alternative policies, where simulation and optimization experiments were conducted to arrive at politically relevant insights and policy recommendations (see, e.g., Neck et al. 2004 ).
VARIABLES OF THE ECONOMETRIC MODEL SLOPOL6
SLOPOL6 (SLOvenian economic POLicy model, version no. 6) is a medium-sized macroeconometric model of the Slovenian economy. In its current version, it consists of 57 equations of which 21 are behavioral equations and 36 are identities. The former were estimated by ordinary least squares (OLS), using quarterly data for the period 1995:1 until 2005:4. Data for Slovenia were provided by the Slovenian Statistical Office, by the Institute of Macroeconomic Analyses and Development (IMAD), and by the Bank of Slovenia. Euro Area data were taken from the EUROSTAT database, except for the short-term interest rate in the Euro Area, which was extracted from the database of the German Bundesbank. In this Section, we describe the variables used in the model SLOPL6. All data are available from the authors upon request. 
Endogenous Variables

AGWN
TESTS FOR STATIONARITY OF THE TIME SERIES
Next, we report about the results of Augmented Dickey-Fuller tests (ADF), Phillips-Perron tests (PP) and Kwiatkowski-Phillips-Schmidt-Shin tests (KPSS) for stationarity. All variables except for interest rates and population were seasonally adjusted before testing. Variables which are unambiguously stationary according to these tests are denoted with a §, those which are unambiguously non-stationary are given a &. The decision on lag length was based on the Schwarz information criterion (SIC). We used the test model with a constant and without a deterministic trend. .557** Thus it turns out that most level variables are I(1). We also tested for cointegration between those time series where we suspected long-run relations to hold. In those cases where cointegration seemed to be present, we used error-correction models as dynamic specifications for these relations while estimations in levels or first differences were tried when tests indicated absence of longrun relations between stationary or I(1) variables, respectively. In the following, we show the results of successful cointegration tests for the behavioral equations finally adopted. *, **, *** means that the null hypothesis (ADF and Phillips-Perron: no stationarity of the residuals; KPSS: stationarity of the residuals) can be rejected at the 10, 5, 1 percent level of significance, respectively. 
Levels
Tests For Cointegration -Tests For Stationarity Of Residuals Of The Equations
MODEL EQUATIONS
The model combines Keynesian and neoclassical elements. The former determine the short and medium run solutions in the sense that the model is demand driven and persistent disequilibria in the goods and labor markets are possible. The supply side incorporates neoclassical features. Almost all behavioral equations are specified in error correction form, except for the equations determining the exchange rate, the interest rates, changes in inventories, the NAIRU and potential GDP. In this section, the behavioral equations are first described very briefly. The model equations are then presented in detail. For a more extensive discussion of an earlier version, see Weyerstrass et al. (2001) .
Consumption of private households is explained by disposable income and by the real long-term interest rate, the latter reflecting wealth effects. Investment is derived from profit maximization of firms. Real gross fixed capital formation is thus influenced by total final demand and by the user cost of capital (the real long-term interest rate plus the depreciation rate of the capital stock). Real exports of goods and services are a function of the real exchange rate and of foreign demand for Slovenian goods and services. As the aggregate Euro Area is by far Slovenia's largest trading partner, accounting for about 60 percent of Slovenian foreign trade, the other 12 Euro Area countries approximate the rest of the world 1 . Therefore, foreign demand is measured by Euro Area real GDP, and only the exchange rate between the Slovenian currency tolar and the euro is considered. Slovenian real imports of goods and services depend on final domestic demand. A significant influence of the real exchange rate on imports was not supported by the data.
Money demand depends on real GDP and on the short-term interest rate. The long-term interest rate is linked to the short-term rate in a term structure equation. In addition, the long-term interest rate in Slovenia depends on its Euro Area counterpart, reflecting Slovenia's integration in the European capital market. The exchange rate equation rests on considerations of the uncovered interest parity and the purchasing power parity theories: the nominal exchange rate between the Slovenian tolar and the euro depends on the interest differential between Slovenia and the Euro Area and on the ratio of the price levels of both countries/regions.
Labor demand (actual employment) is influenced by real GDP and by unit labor cost, where the latter are defined as the ratio of the nominal gross wage and labor productivity. Labor productivity is defined as real GDP per employee. Labor supply depends on the real net wage and on real GDP. The latter influence is to approximate the "discouraged worker effect": in an economic downturn, increasing unemployment discourages people from actively seeking employment. On the other hand, in an upturn, improving labor market conditions encourage more people to enter the labor market. The wage rate is determined by the price level, the unemployment rate, labor productivity, and the tax wedge on labor income, the latter being defined as the sum of income taxes and employees' social security contributions. Consumer prices depend on domestic and international factors. The former are made up by unit labor costs. Imported inflation is approximated by the nominal exchange rate of the Slovenian tolar vis-à-vis the euro. This specification shall account for the fact that a depreciation of the domestic currency raises import prices. The GDP deflator is linked to the consumer price index.
Potential output, which is determined by a Cobb-Douglas production function with constant returns to scale, depends on trend employment, the capital stock, and autonomous technical progress. Trend employment is defined as the labor force minus natural unemployment. The NAIRU (or inflation-stable unemployment rate) is modeled by first applying a band-pass filter to the actual unemployment rate in order to extract the trend. In the simulations, the NAIRU is then modeled as an AR(8)-process.
Government expenditures and revenues are linked to economic policy instruments and to the economic situation in Slovenia, which is approximated by GDP at current prices. Revenues from personal income taxes and from employees' social security contributions are determined by multiplying the tax rate and the social security contribution rate, respectively, by the number of employees and by the average gross wage per employee. In a behavioral equation, corporate income taxes are explained by GDP. Interest payments on public debt depend on the debt level and the long-term interest rate. The difference between the remaining government revenues and expenditures is explained by the lagged debt level. This specification shall approximate a fiscal rule according to which the primary budget surplus is increased if debt rose in the previous period. Such a rule shall guarantee long run fiscal sustainability by preventing an ever increasing debt level. Government consumption and investment as well as transfers to private households are regarded as policy instruments. The budget deficit is given by the difference between total government expenditures and revenues.
Behavioral Equations
R² is the adjusted coefficient of determination, DW is the Durbin Watson statistic; t-statistics are given in parentheses below coefficients.
Potential output
log(YPOT) = -0.839136 + 0.648102 * log(TREND_EMP) + (1 -0.648102) * log(CAPR) + 0.004365 * TIME log(GDPR) = -0.839136 + 0.648102 * log(EMP) + (1 -0.648102) * log(CAPR) + 0.004365 * TIME (-2.548920) (3.625960) ( -4) 
CONCLUDING REMARKS
The model SLOPOL6 as described in the previous Section was obtained after a series of steps in a trialand-error process, following the general-to-specific methodology initiated by David Hendry and associates (see, e.g., Hendry 1995) . We also conducted simulations of the model (both static and dynamic) with historical values of (non-controllable and policy) exogenous variables over the period of estimation and found reasonable tracking quality for most variables with respect to trends and turning points. This encourages us to use the model (even more than its predecessors) for policy analysis.
So far, we used SLOPOL6 for simulation analyses to answer two questions: First, we asked whether Slovenia's choice of participating in the exchange rate mechanism of the European Monetary System II (ERM-II) soon after EU accession was the best strategy in terms of the macroeconomic performance (Weyerstrass and Neck 2007a) . We found that a better overall economic performance could have been achieved under a crawling peg regime allowing a depreciation of the Slovenian tolar before introducing the euro in 2007. The worst policy results were obtained when the exchange rate was totally fixed at an early stage of EMU integration. Moreover, we showed that the labor market performance could be significantly improved by cutting income taxes and social security contribution rates.
The second application of SLOPOL6 examines which macroeconomic effects can be expected from Slovenia's adoption of the euro as legal tender (Weyerstrass and Neck 2007b) . It was shown that Euro Area accession might bring about temporarily higher real GDP growth, a permanently higher GDP level, more employment, temporarily lower inflation and a permanently lower price level. On the other hand, both public finances and the current account might deteriorate. Hence, in contrast to the path towards abandoning the national currency tolar for the euro, which posed problems of adjustment, the (mostly supply-side) effects of the eventual Slovenian membership in the Euro Area will have mainly advantages for the Slovenia economy. These insights were obtained with the help of the SLOPOL6 macroeconometric model, and we are convinced that it can also be used to deal with other economic policy problems for Slovenia.
